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increased over time to keep pace with the rising cost of
medical services.

Other cost savings were realized through changes in
plan design that increased the employer’s control over the
type or delivery of employee health care services.  Examples
of these changes include requiring second opinions for sur-
gical procedures and prehospitalization testing, as well as
creating incentives to use outpatient facilities for surgical
procedures, to buy generic prescription drugs, and to audit
hospital bills.6

Creating self-funded plans instead of using commercial
health care insurance plans was another method employers
used to reduce their costs.  Self-funded plans were viewed

as a way to save money by allowing companies to retain
funds that would otherwise be used to pay insurance premi-
ums and taxes on those premiums, and to give the compa-
nies more control over plan design and expenditures.  In
1979, 11 percent of medical plan participants in medium
and large private establishments were covered by self-in-
sured plans; by 1988, the proportion had approximately
tripled to 34 percent; by 1997, approximately half of medi-
cal plan participants (47 percent) were in self-funded plans.

In addition to self-funding, there was a greater reliance
on managed care programs, such as health maintenance
programs (HMOs) and preferred provider organizations
(PPOs).  HMOs are prepaid health care plans that deliver
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Chart 1. Percent changes in benefit costs and health insurance costs, private industry workers,
1980-98

Chart 2. Percent changes in the Consumer Price Index for medical care (lagged 1 year), and
Employment Cost Index for health insurance, 1980-98
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comprehensive medical services to members for a fixed
periodic fee.  According to the Bureau’s EBS, 5 percent of
employees participating in medical care plans in medium
and large establishments were covered by HMOs in 1984,
13 percent in 1986, 23 percent in 1993, 27 percent in 1995,
and 33 percent in 1997.

PPOs provide coverage for individuals on a fee-for-ser-
vice basis and offer a choice of providers, with incentives
to enrollees to use certain providers.  According to the EBS,
1 percent of employees participating in medical care plans
in medium and large private establishments were covered
by PPOs in 1986 (the first year the data were tabulated),
26 percent in 1993, 34 percent in 1995, and 40 percent in
1997.

Health insurance compared to other employer labor
costs
Health insurance is only one of the employee benefits for
which information is collected in the ECI, but it is among
the most costly.  The ECI covers wages and salaries and
five major categories of benefits.  The following tabulation
shows the cost per hour worked for the components of com-
pensation and each of the components’ percent of total com-
pensation for private industry in March 1998.  Benefits
largely related to the wage rate—legally required benefits
and paid leave—account for over half of total benefit costs.
Of the other benefit categories, insurance accounts for just
under one-quarter of total benefit costs; health insurance
by itself accounts for about one-fifth of benefit costs.  Re-
tirement and savings accounts for about one tenth of total
benefits.

Given the importance of health insurance and the ob-
served volatility in health insurance costs, it would be ex-

       Total ........................................ $18.50 100.0

Wages and salaries ....................... 13.47 72.8
Total benefits ................................. 5.02 27.1
    Legally required ......................... 1.63 8.8
    Paid leave .................................. 1.16 6.3
    Insurance .................................. 1.10 5.9
       Health insurance ..................... 1.00 5.4
    Supplemental pay ...................... .56 3.0
    Retirement and savings ............. .55 3.0
    Other benefits ............................ .03 .2

pected that fluctuations in the rate of change in health in-
surance costs affect total benefit costs.  Chart 3 shows that
when health insurance is excluded, benefit cost gains typi-
cally are closer to wage and salary increases.

The tabulation below shows the cumulative percent
changes in private industry wages and salaries, benefit costs,
health insurance costs, and benefit costs excluding health
insurance for selected time periods.7

Dec. 1980-Sep. 1998 ....... 103.6 143.3 336.7 115.0

    Dec. 1980-Dec. 1984 ... 26.4 37.5 87.8 30.4

    Dec. 1984-Dec. 1987 ... 11.0 10.8 16.5 9.5

    Dec. 1987-Dec. 1992 ... 20.0 35.0 73.9 26.5

   Dec. 1992-Sep. 1998 .... 21.0 18.2 14.8 19.0
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Chart 3. Percent changes in wages and salaries, benefit costs, and benefit costs excluding health
insurance, private industry workers, 1980-98
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